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STATEMENT  OF  L^.  EDWARD  LASHMAN ,  JR. 

As  required  by  law,  I  have  today  informed  the 
Legislature,  constitutional  officers,  and  executive  branch 
officials  of  our  revenue  estimates  for  the  current  fiscal 
year  and  FY' 92. 

In  meeting  today's  statutory  deadline  for  a  formal 
revenue  estimate,  I  will  at  least  until  October  15th  when  the 
statute  calls  for  a  revised  estimate,  and  when  better 
information  is  available,  continue  to  rely  on  the  June  RAB 
estimate  of  $8,586  billion  (with  new  taxes,  $9,748  billion) 
on  which  the  budget,  which  was  signed  just  two  weeks  ago,  is 
based.   Based  on  this  FY '91  projection,  the  best  estimate  for 
FY'92,  taking  into  account  the  new  taxes,  is  $10,233  billion. 

By  the  end  of  September  we  will  have  more  facts 
available,  including  a  new  estimate  from  the  Revenue  Advisory 
Board  and  the  actual  tax  collections  for  three  months  of  the 
fiscal  year.   And  we  will  certainly  know  more  about 
developments  in  the  Middle  East  and  their  effects  on  both  the 
national  and  regional  economies. 
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THE    COMMONWEALTH    OF    MASSACHUSETTS 

EXECUTIVE    OFFICE    FOR 

ADMINISTRATION    AND    FINANCE 

STATE    HOUSE     BOSTON   02133 


L.   EDWARD  LASHMAN.  JR. 

SECRETARY 


August  15,  1990 


TO:   The  Secretary  of  Each  Executive  Office 

The  Statutory  Offices  of  the  Commonwealth 
The  House  Committee  on  Ways  and  Means 
The  Senate  Committee  on  Ways  and  Means 
The  Joint  Committee  on  Taxation 


In  accordance  with  the  provisions  of  General  Laws,  Chapter 
29,  Section  5B,  there  is  transmitted  herewith  our  estimate 
of  revenue  for  the  1991  and  1992  fiscal  years  compared  with 
revenues  received  for  the  1990  fiscal  year.   These  estimates 
are  detailed  by  source  of  revenue  and  by  the  following  fund 
breakdown: 

Total  —  All  Funds 
General  Fund 
Highway  Fund 
Local  Aid  Fund 
All  Other  Funds 

As  required,  these  estimates  are  based  on  existing  law  and 
reflect  our  best  estimates  of  the  future  economic  growth  of 
the  Commonwealth.   In  the  case  of  the  1992  fiscal  year,  the 
figures  shown  are  estimates  twenty-two  and  one-half  months  in 
advance  and,  because  of  this,  obviously  subject  to  change. 


L.   Edward  Lashman,  JrV,  Secretary 
Administration  and  Finance 
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THE    COMMONWEALTH    OF    MASSACHUSETTS 

EXECUTIVE    OFFICE    FOR 

ADMINISTRATION    AND    FINANCE 

STATE    HOUSE     BOSTON    02133 


L.   EDWARD   LASHMAN.  JR. 

SECRETARY 


August  15,  1990 
The  Honorable  George  Keverian 
Speaker  of  the  House  of  Representatives 
State  House,  Room  358 
Boston,  MA  02133 

Dear  Mr.  Speaker: 

In  accordance  with  the  General  Laws,  I  have  today 
transmitted  to  the  General  Court,  to  the  Constitutional 
officers,  and  to  the  executive  offices,  our  estimate  of 
revenues  for  fiscal  years  1991  and  1992. 

The  base  tax  revenue  estimate  used  for  the  budget 
signed  into  law  on  August  1  was  the  lowest  of  the  estimates 
then  available,  the  June  estimate  of  the  Revenue  Advisory 
Board:  $8,586  billion,  reflecting  0.6%  growth.   This 
estimate  is  some  $32  million  lower  than  the  April  estimate 
of  the  Department  of  Revenue  which  then  projected  1.0% 
growth. 

At  this  point,  there  is  no  regional  or  Massachusetts 
General  economic  forecast  for  the  New  England  Economic 
Project  ("NEEP")  of  later  date  than  the  one  issued  in  May  of 
this  year. 

It  is  true,  however,  that  some  evidence  exists,  such  as 
the  recent  spurt  in  both  state  and  national  unemployment 
figures,  to  buttress  widely-held  beliefs  that  the  U.S. 
economy,  as  well  as  that  of  the  Northeast  and  of 
Massachusetts  in  particular,  is  weakening.   But  there  is  not 
any  up-to-date  full-scale,  professional  quantification  of 
changed  economic  circumstances. 

Given  the  considerable  uncertainty  about  the  degree  and 
the  duration  of  the  economic  situation,  and  that  this 
uncertainty  is  compounded  by  the  events  in  the  Middle  East 
and  the  possible  effect  of  an  oil-dependent  economy,  it  is 
too  early  to  be  entirely  clear  about  the  margin  of  error 
inherent  in  an  attempt  to  quantify  such  a  complex  forecast, 
as  a  revenue  estimate  that  looks  ahead  one  year. 

The  Department  of  Revenue  has  attempted  to  take  into 
account  both  the  economic  effects  of  the  Middle  East 
developments  as  well  as  DOR's  best  judgement  of  what  amount. 


of  downward  revision  might  be  an  appropriate  adjustment  to 
the  NEEP  forecast  of  last  May.   It  has  so  far  developed  a 
preliminary  working  tax  revenue  estimate  which  is  somewhat 
below  that  of  the  RAB  June  estimate. 

By  the  end  of  September,  we  will  have  more  facts 
available,  including  both  a  new  estimate  from  the  Revenue 
Advisory  Board  and  the  actual  tax  collections  for  three 
months  of  the  fiscal  year.   And  we  will  certainly  know  more 
about  developments  in  the  Middle  East  and  their  effects  on 
both  the  national  and  regional  economies. 

In  making  each  official  A&F  revenue  forecast,  I  have 
customarily  reviewed  the  three  contemporaneous  estimates 
from  the  RAB,  from  the  MTF  and  from  DOR.   As  of  this  date,  I 
have  reviewed  RAB • s  June  $8,586  billion  forecast,  and  0.6% 
growth;  a  July  30th  forecast  from  MTF  of  $8,610  billion  and 
0.9%  growth  (some  $24  million  higher  than  the  RAB  forecast); 
and  a  preliminary,  working  tax  revenue  estimate  from  DOR  of 
$8,432  billion,  and  potentially  1.2%  negative  growth. 

In  light  of  these  mixed  signals  and  in  light  of  the 
fact  that  the  FY  1991  budget  which  was  signed  into  law  only 
two  weeks  ago  used  the  $8,586  billion  RAB  estimate,  -there  is 
no  solid,  later  information  that  would  require  a  change  to 
that  estimate. 

Therefore,  in  meeting  this  statutory  deadline  of  August 
15th  for  a  formal  A&F  revenue  estimate,  I  will,  at  least 
until  the  end  of  September  when  better  information  is 
available,  continue  to  rely  on  the  June  RAB  estimate  of 
$8,586  billion.   Taking  enactment  of  new  taxes  into  account, 
the  FY  1991  estimate  is  $9,748  billion. 

Based  on  this  FY  1991  projection,  the  best  estimate  for 
FY  1992  is  $8,578  billion,  without  taking  into  account  new 
taxes.   Taking  into  account  the  new  tax  legislation,  the  FY 
1992  estimate  is  $10,233  billion. 

By  October  15th,  the  next  statutorily  required  revised 
estimate,  we  will  have  later  and  better  information 
available. 


Sine 


(A- 

L.  Edward  Lashman  Jr 


STEPHEN  W.  KIDDER 

COMMISSIONER 


&7ie/  (Dommaruoea/t/i/  of  Jfdas&arAusztte/ 
Q^efartment/  af&leihenae^ 

100  6aml>ra/po  Street,  GBotto/v  02204 


TO: 

FROM: 

DATE: 

RE: 


L.  Edward  Lashman,  Secretary  of  Administration  and  Finance 


Stephe 


dder,  Commissioner  of  Revenue 


September  23,  1990 


Revised  Fiscal  1991  Estimate 


As  you  requested  on  Friday,  we  have  prepared  a  revision  of 
our  Fiscal  1991  working  estimate.   This  estimate  reduces  our  Fiscal 
1991  projections  by  $310  million  from  $9,594.1  million  to  $9,284.1 
million.   This  reduction  reflects  a  reduction  of  $273.1  million  in 
the  baseline  estimate  from  $8,432.0  million  to  $8,158.9  million,  and 
a  reduction  in  the  value  of  the  tax  increase  package  of  $36.9  million 
from  $1,162.1  million  to  $1,125.2  million. 

Attached  is  a  detailed  memorandum  outlining  the  assumptions 
behind  this  revision.   As  noted  in  the  memorandum,  thi3  estimate  is 
prepared  without  the  benefit  of  the  important  September  revenue 
results  that  will  provide  important  additional  information  about  the 
future  performance  of  the  corporate  excise  and  the  personal  income 
tax. 


Please  let  me  know  if  I  can  provide  you  with  any  further 
information. 


MASSACHUSETTS  DEPARTMENT  OF  REVENUE 
XNTRADEPARTMENTAL  MEMORANDUM 


TO:  Stephen  W.  Kidder,  Commissioner  of  Revenue 

FROM:  JamptfTH^toester,  Chief,  BAER 

RE:  Economic  Forecasts:  Recent  Changes 

DATE:  23-Sep-1990 


This  is  in  response  to  your  request  for  an  update  of  our  working 
estimate  and  a  detaiJed  examination  of  our  economic  assumptions.   We 
recommend  a  reduction  of  the  FY91  revenue  estimate  by  $310  from  $9,594.1  to 
$9,284.1.   This  reduction  reflects  a  reduction  of  $273.1  in  the  baseline 
estimate  from  $8,432.0  to  $8,158.9,  and  a  reduction  in  the  value  of  the  tax 
increase  for  Chapters  121  and  150  of  $36.9  from  $1,162.1  to  $1,125.2. 

The  current  economic  picture  is  one  of  enormous  uncertainty.   National 
forecasters  seem  to  be  gravitating  to  some  consensus  that  the  national 
economy  is  likely  to  be  in  a  recession  for  at  least  the  last  quarter  of  1990 
and  the  first  quarter  of  1991.   The  situation  however  is  one  where  events 
seem  to  be  consistently  outpacing  predictions  of  the  future.   Getting  a 
handle  on  the  economic  forces  that  will  influence  revenues  over  the  next 
18-24  months  is  therefore  more  difficult  than  usual. 

In  the  absence  of  a  clear  and  comprehensive  vision  of  the  likely  path 
of  the  economy  in  the  near  future,  our  best  clues  come  from  evaluating  a 
combination  of  the  May  NEEP  forecast  plus  the  shift  in  the  DRI  forecast 
between  May  and  September. 

The  NEEP  forecast  issued  in  May  no  longer  presents  a  believable  visior 
of  the  Massachusetts  economy  ove_  the  next  18-24  months.   The  deterioration 
of  the  regional  economy  has  already  far  outpaced  the  decline  anticipated  in 
the  forecast.   For  example,  the   .ate's  unemployment  rate  climbed  to  6.7%  in 
August  while,  according  to  the  f .  .ecast,  the  jobless  rate  would  hit  its  peak 
at  only  6.2%,  and  would  not  reach  that  level  until  the  first  quarter  of 
1991. 

Other  signs  of  deterioration  include  recently  released  consumer 
confidence  index  data  for  New  England.   According  to  this  measure,  the 
willingness  of  consumers  to  undertake  new  spending  commitmentr  has  dropped 
to  its  lowest  level  since  the  regional  version  of  the  indicator  was 
developed  in  1981.   In  fact  the  consumer  confidence  level  recorded  in  New 
England  is  the  lowest  regional  level  ever  recorded.   Finally,  housing  starts 
have  dropped  to  the  levels  of  their  historic  lows  in  the  worst  years  of  the 
1970^ 


At  the  same  time,  significant  underlying  weaknesses  in  the  national 
economy  have  become  apparent  in  the  last  two  months,  and  these  have  been 
seriously  exacerbated  by  oil  price  increases  subsequent  to  the  Iraqi 
invasion  of  Kuwait.   A  deteriorating  national  economy  has  serious 
consequences  for  Massachusetts,  but  unfortunately,  a  comprehensive  forecast 
which  takes  account  of  sharply  reduced  expectations  for  the  national  economy 
as  well  as  regional  economic  performance  in  recent  months  has  not  been 
released  either  by  NEEP  or  by  DRI. 

Since  the  May  NEEP  forecast  was  b*sed,  at  least  in  part,  on  the  DRI  May 
forecast  of  the  national  economy,  insight  on  the  degree  to  which  the  current 
Massachusetts  forecast  is  out-of-baiance  can  be  gained  by  comparing  the 
national  outlook  as  it  appeared  in  May  with  the  national  outlook  as  it  was 
revised  in  September.   An  attached  spreadsheet  provides  information  on  key 
values  from  those  national  forecasts.   The  spreadsheet  also  shows  the 
highlights  of  the  May  NEEP  forecast,  and  in  addition,  it  shows  an  interim 
forecast  for  Massachusetts  which  is  consistent  with  changed  views  at  the 
national  level. 

May  DRI  National  Forecast 

In  May,  DRI' 3  forecast  described  an  economy  that  would  avoid  recession 
through  the  efforts  of  the  Federal  Reserve  Bank.   At  that  time,  inflation 
was  seen  as  the  main  threat  to  the  U.S.  economy  while  recession  was  seen  as 
unlikely  and  only  as  a  result  of  inadequate  or  overzealous  action  by  the 
Fed. 

The  forecast  calls  for  real  GNP  growth  to  reach  3.0%  in  the  second 
quarter  of  1990  before  being  guided  by  the  Fed  through  a  slow  descent 
hitting  bottom  at  1.3%  in  the  second  half  of  the  year.   In  1991,  real  GNP 
growth  stabilizes,  hovering  between  2.2%  and  2.5%  through  the  first  three 
quarters. 

DRI  called  this  slowdown  in  the  second  half  of  1990  "a  gentle  bear  hug" 
by  the  Federal  Reserve  Bank.   The  scenario  called  for  the  Fed  to 
progressively  tighten  credit  and  thereby  control  inflation.   This  controlled 
s'-wdown  was  expected  to  raise  unemployment  only  slightly.  The  civilian 
u-   ployment  rate  was  forecast  as  rising  from  5.3%,  its  level  throughout 
lasO,  to  5.4%  in  the  third  quarter  of  1991. 

September  DRI  National  Forecast 

The  September  1990  forecast  is  significantly  more  pessimistic  citing 
unstable  and  rising  oil  prices,  a  sharp  decline  in  consumer  confidence  and 
cautious  attitudes  among  businesses  as  serious  threats  to  the  health  of  the 
U.S.  economy.   Their  forecast  of  1990Q4  to  1991Q3  can  be  summarized  as 
follows : 


o    Real  GNP  will  decline  by  0.6%  in  the  last  quarter  of  1990  and 
rebound  slightly  through  the  first  half  of  1991,  with  second 
quarter  1991  growth  of  1.3%.   By  the  third  quarter  of  1991, 
it  is  expected  that  the  economy  will  once  again  be  on   a  sound 
footin^  and  grow  by  a  healthy  3.5%. 

o     The  unemployment  rate,  running  at  5.6%  in  July,  will  rise  to 
5.9%  during  1990Q4  and  climb  to  6.2%  by  early  summer  of  1991. 

o  Inflation,  as  measured  by  the  Consumer  Price  Index,  will  rise 
quickly  in  response  to  higher  oil  prices.  1990Q4  is  forecast 
to  see  6.2%  inflation  (the  same  as  the  third  quarter),  but  as 
the  tensions  in  the  Middle  East  cool  by  early  1991  (they 
predict),  inflation  will  come  back  down  to  a  more  normal  3.5% 
through  the  summer  of  1991. 

o    Consumer  confidence  will  recover  as  it  becomes  apparent  that 
the  economic  threat  to  jobs  and  financial  security  is 
relatively  limited. 

The  role  of  consumer  confidence  in  the  future  path  of  the  economy  i-e 
also  worth  lookinc  it  in  a  little  more  detail  and  may  have  special  relevance 
for  the  Northeast.   At  the  national  level  the  University  of  Michigan's  Index 
of  Consumer  Sentiment  dropped  to  7  6  in  August  from  88  in  July  and  an  average 
reading  of  91  in  the  first  two  quarters  of  the  year.   The  largest  decline  in 
confidence  was  registered  in  the  Northeast  with  the  index  falling  from  83  in 
July  to  67  in  August.   This  rather  precipitous  decline  reflects  both  the 
impact  of  the  Iraq  situation  and  the  significant  increase  in  Massachusetts 
unemployment  over  the  last  few  months.   This  lack  of  confidence  is  also 
having  an  important  effect  on  business  planning.   The  Federal  Reserve 
reported  yesterday  that  seventy-five  percent  of  manufacturers  have  cut 
employment  this  year  and  have  cut  spending  plans  or  delayed  expansions. 

The  basic  DRI  forecast  assumes  that  the  current  crisis  in  the  Middle 
East  will  be  resolved  through  diplomatic  means  by  January  or  February  of 
next  year.   DRI  also  gives  three  alternate  forecasts  based  on  different 
developments  scenarios  in  the  Middle  East  and  resulting  changes  in  the  price 
of  oil. 

In  the  most  optimistic  of  these  scenarios,  a  quick  settlement  is 
reached  in  the  Middle  East  and  business  as  usual  resumes  by  the  end  of  the 
year.   A  recession  is  avoided,  but  the  fourth  quarter  still  sees  a  -0.1% 
grovrth  in  real  GNP.   The  nex:  forecast  is  based  on  hostilities  breaking  out 
in  the  Middle  East  with  a  resulting  disruption  of  oil  flowing  from  the  Arab 
states.   This  causes  three  quarters  of  shrinkage  in  real  GNP  and  an  increase 
in  unemployment.  Growth  resumes  in  the  1991Q3.   The  fina   and  most 
pessimistic  scenario  forecasts  the  current  higher  prices  :or  oil  leading  to 
widespread  failures  in  the  over-leveraged,  debt-laden  businesses  and 
financial  institutions  throughout  the  U.S.   Interest  rates  climb,  the 
federal  deficit  does  not  grow  smaller  and  a  deep  recession  follows. 


The  third  scenario  ia  particularly  chilling.   Even  though  this  scenario 
is  only  given  a  probability  of  10%,  this  is  the  first  time  in  recent  memory 
that  DRI  has  placed  the  probability  of  a  major  national  recession  squarely 
on  the  table.   It  is  worth  noting  that  the  current  "baseline"  or  control 
forecast  corresponds  rather  closely  with  one  of  the  worst  cases  described  in 
the  May  forecast. 

Interim  Massachusetts  Economic  Forecast 

A  fully  integrated  forecast  of  the  Massachusetts  economy  which  takes 
account  of  these  changes  at  the  national  level  as  well  as  recent  regional 
economic  performance  will  not  be  available  until  November  when  NEEP  prepares 
its  annual  autumn  forecast.   In  the  interim,  however,  we  have  prepared  an 
internally  consistent  set  of  working  economic  assumptions,  or  an  interim 
economic  forecast  to  provide  guidelines  for  a  revised  revenue  forecast.   The 
main  features  of  the  interim  forecast  appear  on  the  attached  spreadsheet. 
It  can  be  summarised  as  follows: 

o    Total  Employment  drops  continuously  through  the  forecast  period. 

The  total  job  loss  over  the  twelve  month  period  between  the  second 
quarter  of  1990  and  the  second  quarter  of  1991  is  about  80,000. 

o    The  Unemployment  Rate  rises  continuously  reaching  7.7%  by  the  end 
of  FY91  and  hitting  8.0%  by  the  third  quarter  of  1991. 

o    Personal  Income  Adjusted  for  Inflation  falls  steadily  due  to  low 
growth  in  nominal  income  and  moderate-to-high  levels  of  inflation 
throughout  the  period.   The  low  growth  in  nominal  income  is 
primarily  a  reflection  of  the  increasing  unemployment  rate. 

o    Wages  and  Salaries  (Nominal)  drop  in  the  third  quarter  of  1990  and 
then  grow  so  slowly  that  by  the  end  of  the  fiscal  year  they  are 
approximately  at  the  levels  in  the  beginning  of  the  year. 


The  interim  forecast  is  significantly  more  pessimistic  than  the  May 
NEEP  forecast.   In  the  prior  forecast,  employment  declines  were  never  as 
steep,  and  by  the  second  quarter  of  1991,  growth  had  resumed.   In  addition, 
the  unemployment  rate  hit  a  maximum  at  6.2%  in  FY91,  while  in  the  interim 
forecast  it  reaches  7.7%  in  FY91  and  continues  rising.   Similarly,  personal 
income  only,  turns  negative  in  the  last  quarter  of  1990  in  the  May  forecast, 
but  in  the  interim  forecast,  it  is  negative  throughout  fiscal  year  1991  and 
beyond. 


Reductions  to  the  Baseline  Forecast 

Differences  in  the  economic  forecasts  are  reflected  in  the  interim  FY91 
baseline  revenue  estimate  of  $8,158.9,  a  drop  of  $273.1  from  the  DOR  8/15 
estimate  of  $8,432.0.   A  $36.9  million  drop  in  our  expectations  for  receipts 


from  Chapters  121/150  accompanies  this  baseline  change.   the  total  change  is 
$310  million.   The  interim  estimate  also  reflects  the  impact  of  additional 
tax  collection  information.   It  must  be  emphasized,  however,  that  a  full 
formal  revision  must  await  the  receipt  and  careful  analysis  of  September  tax 
collections.   September  is  a  crucial  month  for  the  business  corporation 
excise  because  it  is  a  due  date  for  estimated  payments,  and  it  is  the  month 
when  the  Commonwealth's  most  important  corporations  file  their  final  returns 
after  extensions.   In  addition,  it  is  a  significant  month  for  individual 
estimated  payments. 

The  negative  impact  of  the  revised  economic  forecast  and  additional  tax 
collection  information  falls  most  strongly  on  income  tax,  the  sales  tax,  the 
business  corporation  excise,  the  motor  fuels  excise,  and  the  estate  tax. 
The  interaction  of  the  revised  information  on  these  taxes  may  be  summarized 
as  follows: 


Motor  Fuels  Excise.   The  estimate  for  the  motor  fuels  excise  was 
reduced  by  $15  from  $295  to  $280.   This  drop  is  a  direct  result  of 
the  interaction  of  higher  gasoline  prices  at  filling  stations  and 
reduced  purchases  by  motorists.   Starting  with  a  pre-invasion 
average  price  of  about  $1.05  per  gallon,  we  expect  an  average 
increase  of  $0.20  to  be  sustained  for  the  remainder  of  the  year. 
Under  our  assumtions  for  the  price  elasticity  of  demand  this 
translates  into  a  reduction  of  $15.   While  pump  price  increases 
have  been  greater  than  $0.20  in  recent  weeks,  prices  are  expected 
to  fall  in  the  spring. 

Sales  Tax.   The  estimate  for  the  sales  tax  is  reduced  by  $75  from 
$1,880  to  $1,805.   In  our  sales  tax  revenue  forecasting  model, 
sales  tax  collections  are  sensitive  to  three  economic  variables : 
Real  Personal  Income  (a  measure  of  purchasing  power  of 
households) ,  Housing  Starts  (a  proxy  measure  of  changes  in  the 
level  of  the  narrow  Massachusetts  tax  base) ,  and  the  unemployment 
rate  (a  proxy  measure  for  consumer  confidence) .   The  sensitivity 
of  tax  collections  to  changes  in  these  economic  variables  points 
to  much  lower  level  of  sales  tax  collections  than  was  anticipated 
by  the  May  forecast.   In  fact,  given  the  interim  economic  forecast 
we  could  expect  a  decline  in  sales  tax  collections  of  about  10% 
over  FY90.   However,  with  two  months  of  collections  already  in, 
and  with  a  total  year-to-date  decline  of  4.5%,  the  10%  decline 
must  be  moderated  back,  to  a  decline  of  slightly  les3  than  8.0%. 
With  worsening  economic  conditions  throughout  the  remainder  of  the 
fiscal  year  we  should  expect  a  continuous  deterioration  of  sales 
tax  collections. 

Income  Tax.   The  estimate  for  the  income  tax  is  reduced  by  $70 
from  $4,575.0  to  $4,505.0.   The  new  interim  estimate  calls  for 
total  collections  to  grow  by  0.9%  over  FY90  while  the  prior 
estimate  called  for  collections  to  grow  by  2.5%.   The  reduction  in 
the  estimate  is  a  direct  result  of  reduced  expectations  of  income 
growth.   Strict  adherence  to  the  withholding  model  would  have 


withholding  collections  growing  about  two  percentage  points  less 
than  the  forecast  of  3.2%.   A  growth  rate  of  3.2%  is  chosen  for 
two  main  reasons:   First,  with  two  months  of  collections  behind 
us,  year-to-date  withholding  is  growing  at  6.5%,  and  when  the 
impact  of  the  tax  rate  increase  is  netted  out  this  drops  to  about 
4.0%.   Collections  in  the  remainder  of  the  year  would  have  to  drop 
rather  too  precipitously  than  is  currently  credible  for 
withholding  to  grow  by  much  less  than  3.2%.   Collection  results 
for  September  and  October  will  provide  the  most  useful  indicators 
of  the  validity  of  this  scenario. 

Business  Corporation  Excise.   The  estimate  for  the  corporate 
excise  was  reduced  b>y  $60  from  $634  to  $574.   Most  of  the 
reduction  results  from  an  increase  in  the  estimate  for  corporate 
refunds  from  $150  to  $200.   In  the  first  two  months  of  the  fiscal 
year  and  through  the  most  recent  refund  run  for  September, 
corporate  refunds  are  running  significantly  above  the  pace 
necessary  to  reach  an  annual  estimate  of  $150.   While  $200  is  an 
extremely  high  level  of  refunds,  it  is  consistent  both  with 
current  performance  and  with  the  expected  drop  in  corporate 
liability.   It  should  be  noted  that  recent  analysis  indicates  that 
historically,  about  50%  of  corporate  collections  come  from 
companies  involved  in  manufacturing  and  construction.   These  are 
the  industrial  sectors  that  have  suffered  the  brunt  of  the 
employment  loss  during  the  current  downturn. 

The  forecast  for  corporate  estimated  payments  was  reduced  by  $10 
from  $500  to  $4  90.   There  is  currently  a  fairly  high  level  of 
uncertainty  about  this  component  of  the  estimate.   To  date, 
estimated  payments  have  been  tracking  very  closely  against  the 
estimate  of  $500,  but  final  September  collections  are  essential  to 
get  a  clear  handle  of  this  component. 

Estate  Tax.   The  estimate  for  the  estate  tax  is  reduced  by  $30 
frrs  $290  to  $260.   After  having  grown  by  6.9%  in  FY90  over  FY89, 
cc.' sections  in  the  first  two  months  of  FY91  have  fallen  by  17.2%. 
Or.  the  one  hand  this  deficit  in  the  first  two  months  would  be 
extremely  difficult  to  overcome  to  reach  the  original  estimate  of 
$290.   It  would  require  collections  in  the  remaining  10  months  to 
grow  by  8.4%  over  last  year.   The  estate  tax  is  a  tax  on 
accumulated  wealth  so  the  link  between  current  economic  conditions 
and  tax  collections  is  not  direct.   The  fact  that  estate  tax 
returns  need  not  be  filed  till  9  months  after  death  further 
attenuates  this. link..   However,  it  appears  that  the  regional 
economic  malaise  that  began  in  the  first  quarter  of  1989  has 
finally  made  itself  fully  felt  on  this  tax. 


Reduction*  to  the  Chapter  121/150  Tax  Package  Increase 

The  estimate  for  the  tax  package  was  originally  forecast  at  $1,162.1. 
In  light  of  the  interim  economic  forecast,  this  has  been  reduced  by  $36.9  to 
$1,125.2. 


The  Tncoma  Tax  increase  was  reduced  by  $10  from  $742.1  to  $732.1. 
This  reflects  the  insertion  of  sharply  reduced  growth  rates  on 
Parts  A  and  B  income  for  the  1989-1990  and  1990-1991  periods  in 
the  BAER  model  income  tax  rate  change  model. 

The  Motor  Fuels  axciae   increase  was  reduced  by  $7.0  from  $177.4 
to  $170.4.   The  same  elasticity  model  used  to  examine  the  impact 
of .the  price  increases  resulting  from  the  Iraqui  invasion  yielded 
a  reduction  of  $7.0  on  the  estimate  of  the  excise  increase. 


The  Sales  Tax  increase  was  reduced  by  $15  from  $192.6  to  $177.6. 
This  reflects  generally  reduced  expectations  on  growth  in  personal 
income . 

The  Business  Excises  increases  from  the  continuation  of  the 
estimated  payment  schedules  begun  under  Chapter  39  have  been 
reduced  by  $4.9  from  $50.0  to  $45.1.   This  is  a  reflection  of 
increasingly  pessimistic  views  on  corporate  estimated  payments  for 
all  corporations,  including  banks,  utilities,  and  insurance 
companies . 
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rvceshflov  D0R921      Actual  and  Estimated  Morthly  Taxes  for  Budget 
23-SEP-199:0~  Plus  Other  Revenues,  Fiscal  1991 

12:02:45  PM  Based  on  DOR-X  9/21  Estimate 

(Dollar  amounts  are  in  millions.) 


Period 


Gross  Refunds  Net 

Actual/Estimate    Actual/Estimate   Actual/Estimate 


puly* 

$ 

587.5 

$ 

73.7 

j August* 

629.1 

45.4 

j September 

968.4 

34.3 

| 3-Month  Total 

$ 

2,185.0 

$ 

153.3 

j October 

652.2 

43.0 

(November 

643.9 

46.8 

| December 

843.8 

29.6 

1 3-Month  Total 
j  6-Month  Total 

$ 
$ 

2,139.9  * 
4,324.8 

$ 

•      $ 

119.3 
272.6 

| January 

1,004.3 

24.6 

| February 

670.4 

91.6 

(March 

1,128.5 

145.2 

1 3-Month  Total 
j  9-Month  Total 

$ 
$ 

2,803.2 
7,128.0 

$ 
$ 

261.5 
534.1 

(April 

1,024.1 

119.3 

(May 

956.2 

108.7 

(June 

1,142.3 

76.9 

1 3-Month  Total 
1 6-Month  Total 

$ 

3,122.6 
5,925.8 

$ 

$ 

304.9 
566.4 

|FY  1991  Total 

$ 

10,250.6 

$ 

839.0 

$  513.8 
583.7 
934.1 

$     2,031.7 

609.2 

597.1 

814.3 

$     2,020.5 
$     4,052.2 

979.7 

578.7 

983.3 

$     2,541.7 
$     6,593.9 

904.8 

847.5 

1,065.5 

$     2,817.8 
$     5,359.5 

$     9,411.7 


Actual  Collections 


Source:  Massachusetts  Department  of  Revenue 


/cashflo;  DCR921 
r-SEP-199tf 
::02:45  PM 

Period 

( 
|$ 

Net 
Ihapter  28" 
Act./Est. 

1 
$ 

Actual  and  Estimated  Monthly  Taxes  tor  euaget 
Plus  Other  Revenues,  Plus  Tax  Collections 
Under  Chapter  287,  FY1991 
(Dollar  amounts  are  in  millions.) 

Gross                        Refunds                             Net 
Actual/Estimate        Actual/Estimate        Actual/Estimate 

July* 

36.0| 

623.5 

$ 

73.7 

$ 

549.8 

August* 

37.0| 

666.1 

45.4 

620.7 

September 

36.0 

1,004.3 

34.3 

970.1 

v-rtcnth  Total 

1$ 

109.0| 

$ 

2,293.9 

$ 

153.3 

$ 

2,140.6 

Dcjtober 

37.41 

689.6 

43.0 

646.6 

rtrvember 

40.1| 

683.9 

46.8 

. 

637.2 

December 

40.1| 

883.9 

29.6 

854.4 

3-Month  Total 
{-Month  Total 

1$ 
$ 

117.6| 
226.6| 

$ 

2,257.5 
4,551.4 

$ 
$ 

119.3 
272.6 

$ 

2,138.1 
4,278.8 

January 

9.2| 

1,013.5 

24.6 

988.9 

February 

5.3| 

675.6 

91.6 

584.0 

."arch 

9.1| 

1,137.6 

145.2 

992.4 

r^rtonth  Total 
.^-Manth  Total 

$ 

23. 6| 
250.2| 

$ 

2,826.8 
7,378.2 

$ 
$. 

261.5 
534.1 

$ 
$ 

2,565.3 
6,844.1 

April 

22.3| 

1,046.4 

119.3 

927.0 

.yay 

17.3| 

973.5 

108.7 

864.9 

June 

4.1| 

1,146.4 

76.9 

1,069.6 

3- Month  Total 
f-Month  Total 

$ 

43.7| 
67.3| 

3,166.3 
5,993.1 

304.9 
566.4 

$ 

2,861.5 
5,426.8 

FY  1991  Total 

$ 

293.9| 

$ 

10,544.5 

$ 

839.0 

$ 

9,705.6                    | 

*     Actual  Collections 


Scarce:  Massachusetts  Department  of  Revenue 


rvcc2sl£lo~>  DOR921CLT  Actual  and  Estimated  Monthly  Tfexes  for  Budget 
23-SEP-199u"  Plus  Other  Revenues,  Fiscal  1991 

12:05:10  PM  Based  on  DOR-X  9/21  Estimate  if  CLT  is  Enacted 

(Dollar  amounts  are  in  millions.) 


Period 


jjuly* 

I 
|August* 

I 

|  September 

I 

1 3-Month  Total 

I 

| October 

I 
(November 

I 

(December 

I 

1 3-Month  Total 

|cV-Month  Total 

I 

|  January 

I 

|  February 

I 

|  March 

I 

(3-Month  Total 

1 9-Month  Total 

I 
|Aoril 

I 
[May 

I 
|June 

I 

| 3-Month  Total 

16-Month  Total 


Gross  Refunds  Net 

Actual/Estimate        Actual/Estimate        Actual/Estimate 


$  587.5 
629.1 
969.4 

$     2,186.0 

654.2 

645.9 

845.8 

$     2,145.9 
$     4,331.8 

880.5 

533.2 

970.7 

$     2,384.4 
$     6,716.2 

818.2 

753.9 

949.3 

$     2,521.4 
$     4,905.8 


$ 

73.7 

45.4 

34.3 

$ 

153.3 

43.0 

46.8 

29.6 

119.3 
272.6 

25.2 

102.1 

161.4 

$ 
$ 

288.8 
561.4 

132.6 

119.1 

84.2 

$ 
$ 

335.9 
624.7 

| FY  1991  Total         $     9,237.6 


897.3 


$  513.8 
583.7 
935.1 

$     2,032.7 

611.2 

599.1 

816.3 

$     2,026.5 
$     4,059.2 

855.3 

431.0 

809.3 

$     2,095.6 
$     6,154.8 

685.6 

634.8 

865.2 

$     2,185.6 
$     4,281.2 

$     8,340.4 


*    Actual  Collections 


Source:  Massachusetts  Department  of  Revenue 


vcashflow  DCR921CL 

SEP-199U 
-05:10  PM 


Period 


Net 

Chapter  287 

Act  ./Est. 


Actual  and  Estimate  Monthly  Taxes  for  Budget 
Plus  Other  Revenues,  Plus  Tax  Collections 
Under  Chapter  287,  FY1991 
(Dollar  amounts  are  in  millions.) 

Gross  Refunds  Net 

Actual/Estimate    Actual/Estimate    Actual/Estimate 


;july* 

1$ 

36.0| 

$ 

623.5 

$ 

73.7 

$ 

549.8 

:/ujgust* 

37.0| 

666.1 

45.4 

620.7 

3eptember 

36.0| 

1,005.3 

34.3 

971.1 

>-Month  Total 

|$ 

109.0| 

$ 

2,294.9 

$ 

153.3 

$ 

2,141.6 

cxrtober 

37. 4| 

691.6 

43.0 

648.6 

rocvember 

40.1| 

685.9 

46.8 

639.2 

December 

40.1| 

885.9 

29.6 

856.4 

^-Month  Total 
^-Month  Total 

1$ 
1$ 

117.6| 
226.6| 

$ 
$ 

2,263.5 

4,558.4 

$ 
$ 

119.3 
272.6 

$ 

2,144.1 
4,285.8 

January 

9.2) 

889.7 

25.2 

864.5 

February 

5.3J 

538.4 

102.1 

436.3 

.''arch 

9.1| 

979.8 

161.4 

818.4 

:-Month  Total 
:— Month  Total 

$ 

$ 

23.6| 
250.2| 

$ 
$ 

2,408.0 
6,966.4 

$ 

288.8 

561.4 

2,119.2 
6,405.0 

toril 

22.3| 

840.5 

132.6 

707.8 

."ay 

17.3J 

771.2 

119.1 

652.2 

June 

4.1| 

953.4 

84.2 

869.3 

:-Month  Total 
:-Month  Total 

43.7| 
67.3| 

$ 

$ 

2,565.1 
4,973.1 

335.9 
624.7 

2,229.3 
4,348.5 

rjf  1991  Total 

$ 

293.9| 

$ 

9,531.5 

$ 

897.3 

$ 

8,634.3 

*  Actual  Collections 


Source:  Massachusetts  Department  of  Revenue 


L.  EDWARD  LASHMAN.  JR. 

SECRETARY 


THE    COMMONWEALTH    OF    MASSACHUSETTS 

EXECUTIVE    OFFICE    FOR 

ADMINISTRATION    AND    FINANCE 

STATE    HOUSE     BOSTON    02133 


September  25,  1990 


The  Honorable  Michael  S.  Dukakis 
Executive  Office 
State  House,  Room  3  60 
Boston,  MA   02133 

Dear  Governor  Dukakis: 

As  you  know,  worsening  national  economic  conditions  and 
continuing  disappointing  tax  collections  have  raised  serious 
concerns  about  our  Revenue  forecast  for  the  current  fiscal 
year.   In  the  last  few  days,  at  my  request,  the  Department  of 
Revenue  has  updated  its  tax  estimates  on  the  basis  of  the 
most  current  available  information. 

The  Department's  revised  estimate  predicts  an  additional 
revenue  reduction  of  $310  million,  in  addition  to  the 
previous  $154  million  adjustment.   Therefore,  pursuant  to  my 
responsibilities  under  sections  5B  and  9C  of  chapter  29  of 
the  General  Laws,  I  must  inform  you  that  my  present  estimate 
is  that  tax  revenues  will  fall  short  of  previous  estimates  by 
an  additional  $310  million  and  that  available  revenues  will 
fall  short  of  authorized  expenditures  by  a  like  amount. 

In  order  to  limit  allotments  of  authorized  expenditures 
to  levels  consistent  with  this  revised  revenue  estimate,  I 
therefore  recommend,  under  the  provisions  of  section  9C  of 
chapter  29,  that  you  direct  me  to  reduce  planned  allotments 
for  the  1991  fiscal  year  by  a  total  of  $310  million,  in 
addition  to  the  $197.5  million  of  allotment  reductions 
ordered  in  your  letters  to  me  of  September  22  and  September 
24,  1990. 


Sincar 


L.  Edward  Lashman,  Jr. 
Secretary 


cc:   Representative  Richard  A.  Voke 
Chairman,  House  Ways  and  Means 

Senator  Patricia  McGovern 
Chairman,  Senate  Ways  and  Means 


EXHIBIT  H 


